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Attached are two copies of our final report entitled, “Infusion Therapy Services Provided in
Skilled Nursing Facilities.” The objective of this audit was to determine if infusion therapy
services provided by some infusion suppliers to Medicare-reimbursed skilled nursing
facilities (SNF) were reasonably priced, medically necessary, and classified correctly on the
cost reports. Our review of three infusion suppliers, for the period 1995 through 1998,
showed they provided infusion therapy services to Medicare-reimbursed SNFs that were
excessively priced and unnecessary. In addition, the three infusion suppliers billed certain
infusion services incorrectly, causing those costs to be misclassified on the SNFs’ cost
reports. This occurred because the reimbursement system was vulnerable to abusive billing
schemes. As a result, patients were placed at undue risk, Medicare overpaid the SNFs, and
the overpayments may have been included in the base year costs used to establish the
prospective payment system (PPS) rates.

The three infusion suppliers reviewed charged SNFs excessive prices for infusion therapy,
provided unnecessary infusion services to SNF patients, and improperly billed SNFs for
nursing services that the SNFs, in turn, misclassified on the Medicare cost reports.

The SNFs billed Medicare for these unallowable costs. To quantify the impact to Medicare,
we reviewed claims submitted by 22 SNFs that used various infusion therapy suppliers. The
: vast majority of infusion services were provided by two of the three infusion therapy
suppliers reviewed in this audit. At the 22 SNFs, $4.8 million out of $9 million in claims
reviewed (53 percent) were not medically necessary. An additional $332,000 in payments
* that were found to be medically necessary were questioned because the prices exceeded the
prevailing rate. Finally, another $158,000 was questioned because routine costs were
misclassified as ancillary costs on the SNF cost reports.

The three infusion therapy suppliers we reviewed accounted for at least $138 million, or
approximately 20 percent, of all infusion therapy costs reimbursed by Medicare nationwide
during 1995 through 1998. Because these infusion therapy suppliers employed the same
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billing practices with hundreds of SNFs in several States, we are concerned that additional
unallowable costs were paid by Medicare during this period. We also have concerns that
these abusive practices may have resulted in inflated base year costs upon which the PPS
rates were based.

In addition to the financial effects we noted above, overutilization and overpricing were
potentially harmful to the patients. Medical reviewers who were a part of our audit
concluded that patients receiving unnecessary infusion services were placed at undue risk
for complications, including increased risk of infection, fluid and electrolyte imbalance, and
medical reactions. Furthermore, infusion services are invasive procedures that are painful
and, when unnecessary, reduce the quality of life.

One of the three infusion suppliers has entered into a $10 million settlement agreement with
the Government to resolve its civil liability-under the False Claims Act and Civil Monetary
Penalties Law which involved delivery of infusion services in Texas and in other States.
The other infusion suppliers and many nursing homes are the subjects of additional audits
and investigations by the Office of Inspector General (OIG), the fiscal intermediary, and/or
the Federal Bureau of Investigation.

Prior to 1998, Medicare paid nursing homes through a retrospective, reasonable cost-based
system. As our results showed, this system was vulnerable to abusive billing schemes
because providers were reimbursed based on their costs, thus giving them a strong incentive
to provide unnecessary and overpriced services to increase their Medicare payments.
Abusive billing arrangements between SNFs and infusion suppliers resulted in tremendous
profits which encouraged the overutilization of infusion services when no treatment was
necessary.

Section 4432(a) of the Balanced Budget Act of 1997 required implementation of a Medicare
PPS for SNFs. In 1998, the Health Care Financing Administration (HCFA) implemented
the SNF PPS for cost reporting periods beginning on or after July 1, 1998. Accordingly,
payments are no longer based on the reasonable cost-based system, but rather are based on a
fixed per diem which is adjusted for the patient’s acuity level. The PPS rates were based on
mean SNF costs for cost reporting periods beginning in Fiscal Year 1995. Recently, nursing
home officials have expressed concern that reimbursements under PPS for high-cost
services, including infusion services, are too low and thus quality of care may be
compromised. Various alternatives for changing PPS rates are being discussed.

While our audit did not focus on the accuracy of the PPS rates for infusion therapy, we want
to bring the results of our audit work to your attention should HCFA decide to change the
reimbursement rates. We believe the adoption of PPS should help to correct the problem of
SNFs and suppliers engaging in abusive billing schemes to increase Medicare
reimbursements. However, PPS rates that do not reasonably reflect the SNFs’ costs of
providing services could still result in financial windfall to the SNFs. Under PPS, patients
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may still be subjected to unnecessary services. This could occur if unnecessary infusion
therapy services were performed which may increase the patient’s classification of services
to a higher payment level within the PPS structure. Thus, more patients may be harmed by
unnecessary infusion therapy.

We are concerned that unallowable infusion therapy costs may have resulted in inflated base
year costs upon which the PPS rates were based. Furthermore, we believe reimbursement
levels for infusion therapy that are too high affect quality of care due to overutilization, just
as Jow reimbursement affects quality of care through underutilization. Therefore, before the
PPS rates for infusion therapy are modified, we believe that the unallowable costs identified
in this report should be seriously considered.

Accordingly, we recommend that HCFA:

. consider the impact of improper payments for infusion therapy services before
making any refinements or updates to the SNF PPS rates. In addition, if legislative
changes are adopted which mandate the use of cost reimbursement for infusion
services, work with the OIG to quantify a possible national error rate for infusion
therapy services;

° 1dentify and recover overpayments which were made to SNFs for unnecessary and
overpriced infusion services prior to the adoption of PPS; and

° direct its contractors to perform medical reviews of selected SNF patients to ensure
that patients are receiving appropriate levels of infusion therapy.

In response to our draft report, HCFA generally agreed with our recommendations. In
response to part of one recommendation, HCFA raised concerns about the benefit of
establishing a national error rate for a set of services that is bundled with other sets of
services into a single per diem rate under PPS. To take into account HCFA’s comments, we
changed our report to recommend a national error rate calculation in the event that Congress
adopts legislation which mandates the use of cost reimbursement for infusion services. The
complete text of HCFA's response is included as Appendix A to the report.

Please advise us within 60 days of actions taken or planned on our recommendations. If
you have any questions, please contact me or have your staff contact George M. Reeb,
Assistant Inspector General for Health Care Financing Audits, at (410) 786-7104.

To facilitate identification, please refer to Common Identification Number A-06-99-00058
in all correspondence related to this report.

Attachments
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This final report provides you with the results of our audit of infusion therapy services
provided to Medicare beneficiaries residing in skilled nursing facilities (SNF). The
objective of the audit was to determine if infusion therapy services provided by some
infusion suppliers to Medicare-reimbursed SNFs were reasonably priced, medically
necessary, and classified correctly on the cost reports. Our review of three infusion
suppliers, for the period 1995 through 1998, showed they provided infusion therapy services
to Medicare-reimbursed SNFs that were excessively priced and unnecessary. In addition,
the three infusion suppliers billed certain infusion services incorrectly, causing those costs
to be misclassified on the SNFs’ cost reports. This occurred because the reimbursement
system was vulnerable to abusive billing schemes. As a result, patients were placed at
undue risk, Medicare overpaid the SNFs, and the overpayments may have been included in
the base year costs used to establish the prospective payment system (PPS) rates.

The three infusion suppliers reviewed:
. charged SNFs substantially more than prevailing rates for infusion therapy services;

. provided infusion therapy services to Medicare patients that were not medically
necessary; and

. improperly billed the SNFs for nursing services, which the SNFs misclassified as
ancillary expenses on their cost reports.

The SNFs, in turn, billed Medicare for these unallowable costs. To quantify the impact to
Medicare, we reviewed claims submitted by 22 SNFs that used various infusion therapy
suppliers. The vast majority of infusion services were provided by two of the three infusion
therapy suppliers reviewed in this audit. At 22 SNFs, $4.8 million out of $9 million in
claims reviewed (53 percent) were not medically necessary. An additional $332,000 in
payments that were found to be medically necessary were questioned because the prices
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exceeded the prevailing rate. Finally, anotner $158,000 was questioned because routine
costs were misclassified as ancillary costs on the SNF cost reports.

The three infusion therapy suppliers we reviewed accounted for at least $138 million, or
approximately 20 percent, of all infusion therapy costs reimbursed by Medicare nationwide
during 1995 through 1998. Because these infusion therapy suppliers employed the same
billing practices with hundreds of SNFs in several States, we are concerned that additional
unallowable costs were paid by Medicare during 1995 through 1998. We also have
concerns that these abusive practices may have resulted in inflated base year costs upon
which the SNF PPS rates were based.

In addition to the financial effects we noted above, overutilization and overpricing were
potentially haxmful to the patients. Medical reviewers who were a part of our audit
concluded that patients receiving unnecessary infusion services were placed at undue risk
for complications, including increased risk of infection, fluid and electrolyte imbalance, and
medical reactions. Furthermore, infusion services are invasive procedures that are painful
and, when unnecessary, reduce the quality of life.

One of the three infusion suppliers has entered into a $10 million settlement agreement with
the Government to resolve its civil liability under the False Claims Act and Civil Monetary
Penalties Law which involved delivery of infusion services in Texas and in other States.
The other infusion suppliers and many nursing homes are the subjects of additional audits
and investigations by the Office of Inspector General (OIG), the fiscal intermediary, and/or
the Federal Bureau of Investigation.

Prior to 1998, Medicare paid nursing homes through a retrospective, reasonable cost-based
system. As our results showed, this system was vulnerable to abusive billing schemes
because providers were reimbursed based on their costs, thus giving them a strong incentive
to provide unnecessary and overpriced services to increase their Vedicare payments.
Abusive billing arrangements between SNFs and infusion suppliers resulted in tremendous
profits which encouraged the overutilization of infusion services when no treatment was
necessary.

Section 4432(a) of the Balanced Budget Act of 1997 (BBA) required implementation of a
Medicare PPS for SNFs. In 1998, the Health Care Financing Administration (HCFA)
implemented the SNF PPS for cost reporting periods beginning on or after July 1, 1998.
Accordingly, payments are no longer based on the reasonable cost-based system, but rather
are based on a fixed per diem which is adjusted for the patient’s acuity level. The PPS rates
were based on mean SNF costs for the cost reporting periods beginning in Fiscal

Year (FY) 1995. Recently, nursing home officials have expressed concern that

~ reimbursements under PPS for high-cost services, including infusion services, are too low
and thus quality of care may be compromised. Various alternatives for changing PPS rates
are being discussed.
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While our audit did not focus on the accuracy of the SNF PPS rates for infusion therapy, we
want to bring the results of our audit work to your attention should HCFA decide to change
the reimbursement rates. We believe the adoption of PPS should help to correct the
problem of SNFs and suppliers engaging in abusive billing schemes to increase Medicare
reimbursements. However, PPS rates that do not reasonably reflect the SNFs’ costs of
providing services could still result in financial windfall to the SNFs. Under PPS, patients
may still be subjected to unnecessary services. This could occur if unnecessary infusion
therapy services were performed which may increase the patient’s classification of services
to a higher payment level within the PPS structure. Thus, more patients may be harmed by
unnecessary infusion therapy.

We are concerned that unallowable infusion therapy costs may have resulted in inflated base
year costs upon which the PPS rates were based. Furthermore, we believe reimbursement
levels for infusion therapy that are too high affect quality of care due to overutilization, just
as low reimbursement affects quality of care through underutilization. Therefore, before the
PPS rates for infusion therapy are modified, we believe that the unallowable costs identified
in this report should be seriously considered.

Accordingly, we recommend that HCFA:

. consider the impact of improper payments for infusion therapy services before
making any refinements or updates to the SNF PPS rates. In addition, if legislative
changes are adopted which mandate the use of cost reimbursement for infusion
services, work with the OIG to quantify a possible national error rate for infusion
therapy services;

. identify and recover overpayments which were made to SNFs for unnecessary and
overpriced infusion services prior to the adoption of PPS; and

. direct its contractors to perform medical reviews of selected SNF patients to ensure
that patients are receiving appropriate levels of infusion therapy.

In response to our draft report, HCFA generally agreed with our recommendations. In
response to part of one recommendation, HCFA raised concerns about the benefit of
establishing a national error rate for a set of services that is bundled with other sets of
services into a single per diem rate under PPS. To take into account HCFA’s comments, we
changed our report to recommend a national error rate calculation in the event that Congress
adopts legislation which mandates the use of cost reimbursement for infusion services. The
complete text of HCFA's response is included as Appendix A.
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INTRODUCTION
BACKGROUND

Infusion therapy is growing as an alternative to a wide variety of medical and post-surgical
conditions.

Infusion therapy is administered for:

. pain management,

. chemotherapy,

. dehydration,

. feeding, and

. antibiotic treatment.

Frequently SNFs contract with infusion therapy suppliers to purchase infusion services
“under arrangement.” The infusion therapy suppliers generally provide the drugs, solutions,
supplies, and equipment. Some infusion therapy suppliers provide the nursing services to
administer the intravenous (IV) solutions at the SNFs.

Prior to the implementation of PPS, the infusion supplier submitted invoices to the SNF for
Medicare infusion therapy services. The SNF, in turn, filed a claim with the Medicare fiscal
intermediary for these serices. The infusion therapy supp'ier’s irvoice represented the
SNF’s cost for the services. The SNF’s Medicare claim inicluded the invoiced amount plus
an additional charge to cover the SNF’s overhead.

From 1995 through 1998, HCFA records showed that SNFs charged Medicare more than

$1.4 billion for infusion services. These charges included the costs billed by the infusion
suppliers and the additional administrative and general costs billed by the SNFs.

OBJECTIVES, SCOPE, AND METHODOLOGY
Objective
The audit objective was to determine if infusion therapy services provided by some infusion
suppliers to Medicare-reimbursed SNFs were reasonably priced, medically necessary, and
classified correctly on the cost reports.
Scope

We performed detailed testing of charges associated with infusion drugs and supplies
provided by three infusion companies. To quantify the impact to Medicare, we reviewed
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claims submitted by 22 SNFs that used various infusion therapy suppliers. The vast
majority of infusion services were provided by two of the three infusion therapy suppliers
reviewed in this audit. For a chain of 13 SNFs, we selected a statistical sample of 100
claims submitted during 1995 through 1998 out of a universe of 1,133 infusion therapy
claims. The 100 infusion claims were tested to determine whether the prices were
reasonable, the services were medically necessary, and costs were classified correctly on the
cost reports.

In addition, Mutual of Omaha, a Medicare fiscal intermediary, and HCFA medical review
staff performed a medical review of another 154 claims from this chain. Finally, Mutual of
Omaha performed a medical review of an additional 208 claims from 9 other nursing
homes.

We did not review the overall internal control structure of the selected nursing homes. The
internal control review was limited to obtaining an understanding of the nursing homes’
billing processes. Our tests of internal controls were accomplished through substantive
testing.

Methodology

To determine whether services were medically necessary, we obtained the medical records
from the facilities and forwarded the records to medical professionals for medical reviews.
The medical reviews were performed by physicians with the Texas Medical Foundation, the
Medicare peer review organization (PRO) for Texas; nurses at Mutual of Omaha; and a
nurse from HCFA. To determine whether the SNFs paid reasonable prices for the infusion
services, we obtained pricing information and interviewed officials from 10 infusion
companies in Texas to determine a prevailing price. To determine whether infusion services
were classified correctly, we reviewed the infusion invoices, interviewed the relevant billing
officials at the nursing homes, and traced the invoices to each nursing home’s general ledger
and cost report.

Field work was performed at four nursing homes in Texas; two infusion supply companies
in Texas; Mutual of Omaha corporate headquarters in Omaha, Nebraska; and the OIG
Dallas field office. The audit was performed in accordance with generally accepted
government auditing standards.

FINDINGS AND RECOMMENDATIONS
Excessive Prices Were Paid
Infusion therapy suppliers charged SNFs excessive prices for infusion therapy services. The

SNFs, in turn, passed these excessive costs on to Medicare under Medicare’s retrospective,
reasonable cost-based system. Although Medicare imposed a prudent buyer requirement on
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the SNFs,' there was little incentive for a SNF to obtain the best price. Furthermore, it was
resource intensive for the fiscal intermediary to establish the prevailing rate that a prudent
buyer should have paid. Consequently, there was little assurance in the cost-based Medicare
reimbursement system that an excessive cost would be adjusted downward to reflect the

prevailing rate. As a result, Medicare paid substantially more than market rates for infusion
services.

Based on a survey of infusion suppliers in Texas, we found that charges for infusion drugs
varied widely, from as little as Average Wholesale Price (AWP), which is generally
considered a reference price for drugs by the pharmaceutical industry, to more than 20 times
AWP. Overall, infusion suppliers in Texas historically charged one to four times AWP for
infusion drugs.?

The following examples illustrate the excessive prices that infusion suppliers charged SNFs
for infusion drugs:

Percent
> Drug Cost to SNF AWP Difference
Timetin $155.49 $14.75 1054%
Bactrim $197.86 $16.00 1237%
Cefotan $152.57 $11.58 1318%
Vancomycin $269.76 $15.60 1729%
Mefoxin $127.24 $12.12 1050%
> One nursing home chain paid an infusion supplier $205 per liter of total parenteral

nutrition (TPN) during 1995. The nursing home signed a new infusion contract with
the supplier in 1996. After the new contract was executed, the nursing home paid
the infusion supplier $1,180 per liter of TPN even though TPN was available from
another Texas infusion supplier for $186 per liter. Upon the adoption of Medicare

PPS, the infusion supplier lowered its price of TPN from $1,180 per liter to $90 per
liter.

> The same infusion supplier charged SNFs more than $460 under the cost
reimbursement system for three liters of sodium chloride for hydrating patients. The

!Section 2103 of the Provider Reimbursement Manual requires the provider to employ the prudent buyer
concept. Specifically, the prudent buyer not only refuses to pay more than the going price for an item or service,
but he/she also seeks to economize by minimizing cost. The intermediary excludes excess costs in determining
allowable costs under Medicare.

sz comparison, Medicare Part B pays significantly less for drugs. Historically, under Medicare Part B,
covered prescription drugs were reimbursed at AWP. As of January 1, 1998, Medicare Part B reimburses
95 percent of the AWP for covered prescription drugs.
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cost per liter to the infusion supplier was $1.06, or $3.18 for the three liters. Under
PPS, the infusion supplier lowered its charges to $13 ($5 per liter) for the same
hydration solutions.

Under the cost reimbursement system, SNFs had little incentive to reduce costs. In fact,
SNFs had an economic incentive to increase ancillary costs because Medicare reimbursed
administrative and general costs to the SNFs based on the share of Medicare expenses
incurred by the facilities. Consequently, by paying more for ancillary services, the facilities
received additional administrative and general cost reimbursement from Medicare. In
addition, suppliers were making such tremendous profits on these services that there was a
strong incentive to provide additional services, even though the services were not medically
necessary.

Medically Unnecessary Services Were Provided

Infusion therapy suppliers provided infusion therapy services to SNF residents that were not
medically necessary. A review by medical professionals of 462 infusion therapy claims
submitted by 22 SNFs disclosed that $4.8 million out of $9 million in charges were denied
(53 percent).

Because Medicare paid substantially more than the market rate for these infusion therapy
services, there was a strong incentive to supply excessive and unnecessary services.

Infusion suppliers took a direct interest in patient care. In fact, nurses from the infusion
supplier routinely assessed patients when they were admitted to the SNF, and recommended
infusion therapy services. As a result, according to the PRO physicians, unnecessary
infusion therapy services were performed which put nursing home patients at risk of
increased medical problems, including infection and electrolyte imbalance. In addition,
infusion therapy services are invasive procedures which are painful and, when unnecessary,
reduce the quality of a patient’s life. Finally, Medicare compensated SNFs for these types of
claims that should not have been paid.

Title XVIII of the Social Security Act (the Act), section 1862(a)(1)(A), states that no
payment may be made under Part A or Part B of Medicare for items or services which are
not reasonable and necessary for the diagnosis or treatment of illness or injury or to improve
the functioning of a malformed body member. '

To illustrate, an 80-year-old skilled nursing patient was transferred from a SNF to a hospital.
While in the hospital, the patient had a gastronomy tube placement to assist in eating. When
the patient returned to the SNF, he was started on tube feedings. Even though he was
tolerating the tube feedings well, a nurse who worked for the infusion supplier evaluated the
patient for intravenous feeding within days of his return from the hospital. Based on her
patient evaluation, the infusion nurse contacted the facility doctor and recommended that
infusion services be started. The facility doctor authorized the IV feedings. The PRO
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physician who performed a medical review of the claim determined that the IV feedings
were not necessary because the patient had a gastronomy tube and was taking the
gastronomy tube feedings without difficulty. The PRO physician also concluded that this
patient’s health was placed at risk.

Costs Were Misclassified

The SNFs we reviewed misclassified infusion costs on their cost reports. Specifically,
charges for nursing services and charges for equipment, such as infusion pumps and poles,
were classified as ancillary instead of routine, despite a fiscal intermediary's determination
that the costs should be treated as routine. Infusion costs were misclassified because the
infusion suppliers misrepresented items on the invoices and provided misinformation to the
SNFs about the treatment of the costs.

Before the adoption of PPS, the reasonable cost of ancillary services and capital-related
expenses were paid in full. Routine operating costs were paid on a reasonable cost basis as
well; however, they were also subject to per diem limits. Sections 1861(v)(1)(A) and 1888
of the Act authorized the Secretary to set limits on the allowable routine costs incurred by a
SNF.

The Provider Reimbursement Manual, HCFA Publication 15-1, sections 2203.1 and 2203.2,
defines ancillary and routine costs for SNFs. Drugs are defined as ancillary, whereas
reusable equipment, such as infusion pumps and poles, are defined as routine. The Provider
Reimbursement Manual does not explicitly state whether infusion nursing costs are routine
or ancillary. However, for items not explicitly classified, the Provider Reimbursement
Manual requires the provider to comply with the prevailing practice in the geographic area.
In 1994, Mutual of Omaha, a Medicare fiscal intermediary, performed a survey and
determined that the prevailing practice in Texas was for SNFs to classify infusion nursing
costs as routine. Mutual of Omaha issued a Medicare newsletter to all its providers stating
that nursing costs associated with infusion services were routine. '

To market infusion services, the three infusion suppliers engaged in practices that permitted
SNFs to bill nursing services as ancillary costs, contrary to the Medicare newsletter. In
addition, the infusion suppliers attempted to conceal the routine costs from the fiscal
intermediary by misrepresenting invoices that they submitted to the SNFs.

. One infusion supplier provided a cost report consultant as part of its standard
infusion services contract. The cost report consultant advised SNFs that all infusion
services, including nursing services, were ancillary.

. The same infusion supplier began charging $25 per nursing visit for its SNFs that
filed claims with Mutual of Omaha as a result of Mutual of Omaha's newsletter.
However, the supplier paid its nurses more than $25 per visit. The shortfall was
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made up by increasing the price of the infusion drugs that the SNF was charged. The
infusion supplier did not charge for the nursing visits for its SNFs that filed claims
with Blue Cross of Texas, another Medicare fiscal intermediary. These SNFs were
charged even higher prices for drugs.

. Marketing representatives from an infusion supplier informed prospective SNF
clients that nursing services were free. The supplier was able to provide the "free"
services by increasing the price of the infusion drugs.

. Another infusion supplier did not charge SNFs for nursing services. To cover the
cost of the nurse, this supplier increased the price of infusion drugs by $110 per bag.

. Finally, another infi:sion supplier had a policy to charge $50 per nursing visit.
However, the invoices that this supplier provided to SNFs disguised the $50 nursing
charges as "ancillary supplies.”

As a result of the misrepresentations, Medicare reimbursed the SNFs for costs that should
have been classified as routine costs. These costs should have been subject to the routine

cost limits. Instead, by claiming them as ancillary costs, there was no cost limit.

Monetary Impact of Unnecessary and Excessively Priced Infusion Services

Of the $9 million in audited claims submitted by 22 SNFs, $4.8 million in claims were not
medically necessary. An additional $332,000 in payments that were found to be medically
necessary were questioned because the prices exceeded the prevailing rate. Finally, another
$158,000 was questioned because routine costs were misclassified on the cost report as
ancillary costs.

One of the three infusion suppliers we reviewed has entered into a $10 million settlement
agreement to resolve its civil liability under the False Claims Act and Civil Monetary
Penalties Law which involved delivery of infusion services in Texas and in other States.
The other infusion suppliers and many nursing homes are the subjects of additional audits
and investigations by the OIG, the fiscal intermediary, and/or the Federal Bureau of
Investigation.

Adoption of PPS

Section 4432(a) of the BBA required implementation of a Medicare PPS for SNFs. In 1998,
HCFA implemented PPS for SNFs for cost reporting periods beginning on or after July 1,
1998. The PPS rates were based on mean SNF costs for the cost reporting periods
beginning in FY 1995.
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Since the adoption of PPS, concerns have been raised that reimbursement levels for
high-cost services, including infusion therapy, are too low. Consequently, quality of care
may be compromised. Various alternatives for changing PPS rates are being discussed,
including establishing infusion therapy as a “carve-out” service. Under this approach, all
costs associated with the service would be reimbursed similar to the Medicare SNF
reimbursement system in place before 1998. Other alternatives include pending legislation

which wonld increase the PPS rates for certain hich-cost services. includine infusion
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therapy. Another proposal is to change the base year for establishing PPS rates from 1995
to 1997. Underpinning these alternatives is an assertion that the 1995 base year does not
accurately represent increases in patient acuity that occurred at SNFs during 1996 through
1998. While infusion therapy charges did increase significantly after 1995, these increases
cannot be attributed solely to increased acuity levels. In fact, we are concerned that
increases in infusion therapy charges over this period may have been dramatically impacted
by the abusive practices described in this audit report.

CONCLUSION AND RECOMMENDATIONS

While our audit did not focus on the accuracy of the PPS rates for infusion therapy, we want
to bring the results of our audit work to your attention should HCFA decide to change the
reimbursement rates. We believe the adoption of PPS should help to correct the problem of
SNFs and suppliers engaging in abusive billing schemes to increase Medicare
reimbursements. However, PPS rates that do not reasonably reflect the SNFs’ costs of
providing services could still result in financial windfall to the SNFs. Under PPS, patients
may still be subjected to unnecessary services. This could occur if unnecessary infusion
therapy services were performed which may increase the patient’s classification of services
to a higher payment level within the PPS structure. Thus, more patients may be harmed by
unnecessary infusion therapy.

We are concerned that HCFA may not have made adjustments for unallowable infusion
therapy costs prior to the implementation of PPS.* The three infusion suppliers audited
accounted for at least $138 million, or approximately 20 percent of all infusion therapy
costs incurred by Medicare nationwide during 1995 through 1998.* Because the infusion
therapy suppliers employed the same billing practices with hundreds of other SNFs in
several States, we are concerned that additional unallowable costs were paid by Medicare

3The issue of improper payments being included in the SNF PPS base year period costs was previously
reported in our report entitled, “Review of the Health Care Financing Administration’s Development of a
Prospective Payment System for Skilled Nursing Facilities” (Report A-14-98-00350 dated July 1998).

“Between 1995 and 1998, SNFs charged Medicare a total of $1.4 billion for infusion therapy services.
When SNFs billed Medicare for ancillary services, the SNFs would markup the direct costs they incurred to
establish the Medicare charge. Generally, the markup was 100 percent of the direct costs. Accordingly, direct costs
associated with infusion therapy services were about $700 million. The $138 million billed to SNFs by the three
infusion therapy suppliers thus equates to about 20 percent of the total direct costs.
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during 1995 through 1998. We also have concerns that these abusive practices may have
resulted in inflated base year costs upon which the PPS rates were based. Furthermore, we
believe reimbursement levels for infusion therapy that are too high affect quality of care due
to overutilization, just as low reimbursement affects quality of care through underutilization.
Therefore, before the PPS rates for infusion therapy are modified, we believe that the
unallowable costs identified in this report should be seriously considered.

Accordingly, we recommend that HCFA:

. consider the impact of improper payments for infusion therapy services before
making any refinements or updates to the SNF PPS rates. In addition, if legislative
changes are adopted which mandate the use of cost reimbursement for infusion
services, work with the OIG to quantify a possible national error rate for infusion
therapy services;

. identify and recover overpayments which were made to SNFs for unnecessary and
overpriced infusion services prior to the adoption of PPS; and

. direct its contractors to perform medical reviews of selected SNF patients to ensure
that patients are receiving appropriate levels of infusion therapy.

HCFA COMMENTS AND OIG RESPONSE

In response to our draft report, HCFA generally agreed with our recommendations. In
response to part of one recommendation, HCFA raised concerns about the benefit of
establishing a national error rate for a set of services that is bundled with other sets of
services into a single per diem rate under PPS. To take into account HCFA’s comments, we
changed our report to recommend a national error rate calculation in the event that Congress
adopts legislation which mandate the use of cost reimbursement for infusion services. The
complete text of HCFA's response is included as Appendix A.
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Deputy Administrator

SUBIJECT: Office of Inspector General (OIG) Draft Report: “Infusion Therapy in
Skilled Nursing Facilities,” (A-06-99-00058)

Thank you for the opportunity to review the above-subject report that examines infusion
therapy services provided to Medicare-reimbursed skilled nursing faciliies (SNFs) prior
to the implementation of the Prospective Payment System (PPS).

The OIG found that all three of the infusion suppliers reviewed charged SNFs excessive
prices for infusion therapy, provided unnecessary infusion services to SNF patients, and
improperly billed SNFs for nursing services that the SNFs, in turn, misclassified on the
Medicare cost reports. The findings raise concerns that these abusive practices may have
resulted in inflated base vear costs upon which tke PPS rates were based.

The report makes convincing case that, in the past, medically unnecessary infusion
therapy services were furnished to the extent that they became a threat to patent safety.
We agree with the OIG that medically unnecessary infusion services could lead to
patients being harmed. The health and safety of our beneficiaries is & paramount concermn
of the agency.

The report demonstrates that problems of over utihization are common 1n a cost
reimbursement system. In recognition of the vulnerabilities inherent in such a system, the
Congress required the Health Care Financing Administration (HCFA) to implement a PPS
for SNFs. HCFA began to implement the new PPS on July 1, 1998, and all Medicare-
participating SNFs were paid under this system before July 1, 1999.

Taken by itself, the PPS may still encourage overuse of services. For this reason, we
issued new medical-review guidelines to our fiscal intermediaries to assess whether
services were reasonable and necessary as they determine whether a payment was made
properly. In addition, HCFA recently published new medical review guidelines regarding
Medicare’s new SNF PPS, and we plan to hold related training in the current fiscal year.
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Because we have instituted a new pavment svstem wiuch departs quite significantly from
the old, cost retmbursement pay ment system. we believe it 5 essential to gain a more
complete understanding, as soon as possible, of the nature and distribution of any
payment errors being made Hence, we have structed our contractors to concentrate
their efforts on random review of clairs, and plan to use those results to focus additional

etforts.

If we find problems in therapy use or other areas during these random reviews, we will
move quickly to instruct contractors to focus cn those problem areas. This will ensure
that we devote appropriate resources to therapy use, as the report recommends.

Our specific comments on the report recommendations follow:
OIG Recommendation

HCFA should consider the impact of improper payments for infusion therapy services
before making any refinements or updates to the PPS rates.

HCFA Response
We concur. While the report utilizes a relatively small sample, it nevertheless raised

important questions concerning the appropriateness of the delivery and historical pricing
of infusion therapy services in SNFs. It will be important for HCFA to consider the
issues raised as work on refinements to the SNF PPS case mix adjustment progresses.

In fact, HCF A 1s using standaraized measures of pricing in its research on the refinements
to the PPS.

OIG Recommendation

HCFA should work with the OIG and the fiscal intermediaries and Medicare Integrity
Program contractors to quantify a possible national error rate for infusion therapy
services, and to identify and recover overpayments which were made to SNFs for

~ unnecessary and overpriced infusion services prior to the adoption of PPS.

HCFA Response
We concur in part. We will recover overpayments where appropnate. However,

regarding quantifying a possible national error rate for infusion therapy services,
establishing and tracking an error rate for a particular service (such as infusion therapy)
would not be beneficial from a payment perspective. Each SNF PPS case-mix category
(i.e., Resource Utilization Group) bundles all applicable services furnished to a
beneficiary into a single per diem rate. As a result, all services furnished in a group are
bundled into SNF prospective payment categories and all services are reviewed for
appropriate utilization and coverage. To establish a national payment error rate and
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tracking system for the partcular service that is included within a payment category (and
if denied may not adjust a pavment level) would not significantly generate a medical
review benetit.

OIG Recommendation
HCFA should direct its contractors to perform medical reviews of selected SNF patients

to ensure that patients are receiving appropriate levels of infusion therapy.

HCFA Comment
We concur. Since May 1999 we have directed our contractors to perform medical review

of SNF PPS claims on a random basis (Transmittal NO. 99-20, “Payment Safeguard
Review of SNF Prospective Payment Bills™). We, therefore, believe that all facilities wall
be at risk of being selected for review, and that those patients receiving infusion therapy
will be reviewed for appropniate utilization levels.




